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This Firm Sends No Notices at All 
to Mortgagors — and They Pay 


Coupon books were a failure and 
“notices of payments to be due” 
unsatisfactory, says this author 


OLLECTIONS in every line of 
business constitute an import- 
ant operating problem. And 


the mortgage business is no different. 
What sort of repayment notices are be- 
ing used by mortgage houses today, 
which have been the most successful and 


why? I'm familiar with three — and 
I've tried three. I've made up my mind 
how collections should be handled and 
my conclusions form the basis for the 
observations I have set down here. 

Coupon books have proved a failure 
with us. Most of them are made up of 
a series of double coupons with the 
amount of the changing monthly pay- 
ment stamped thereon, the idea being 
that the customer can tell at a glance the 
amount of the coming monthly payment. 
In presenting the book with the pay- 
ment, the cashier is saved the time of 
computation by detaching half of the 
coupon and using it as a cash ticket. 

In practice we find it doesn’t work 
out this way. The client often forgets to 
bring the coupon book and requires a 
special temporary receipt. The cashier 
not only loses time in making it up but 
must check carefully with the master rec- 
ord card and compute the payment. The 


By S. S. SHAFER 


trouble then continues, for the follow- 
ing month the client forgets again and 
fhinks the coupon not torn out for the 
previous month is the one to be paid. 





Here's a discussion of what must 
be generally agreed is a very im- 
portant operating matter. It bas 
an interest for everyone who is 
doing a servicing business and 
that includes just about every 
MBA member. Mr. Shafer tells 
you bis experience with coupon 
books and advance notices — and 
then what he found when be 
used no notices at all. He is sec- 
retary of The City National 
Mortgage Loan Co. of Canton, 
Obio. 





He then sends in the wrong amount of 
payment, requiring further explanations 
and further confusion. 

If the mortgagor pays any amount not 
exactly in accordance with the regular 
payment, the entire schedule of future 
payments is useless and all following 
coupons are therefore incorrect. Some 


mortgagees use printed schedules to be 
fastened in the back of payment books 
showing exact payments on a reducing 
plan over a set period of years. These 
schedules are entirely unsatisfactory for 
the same reasons I've just cited. Coupon 
books are perforated or in duplicate with 
the coupons of different color paper, 
numbered consecutively, and are ex- 
pensive. Replacements are frequent. 
They are bulky; and borrowers dislike 
them because they resemble the loan re- 
payment books used by pawn shops, loan 
sharks specializing in high interest loans, 
and other instalment houses. 

Notices of payments to become due if 
used, must be very carefully prepared, 
checked and double checked to eliminate 
errors. A financial institution loaning 
money on first mortgage security should, 
in the eyes of the public, be above errors. 
Loan notices, properly prepared, are 
therefore expensive. They take the time 
of expensive office personnel. We have 
tried this method and discovered the 
mortgagor is rather inclined to take no 
responsibility of payment at all and de- 
pend upon the notices entirely. They say 
they're late because the notices were re- 
ceived late. They were mislaid; or they 
were never received at all. Another 
group consistently misunderstand them, 
no matter how carefully they are pre- 
pared. We have many requests not to 
send them at all. If the notice is mailed 
and the customer makes the payment be- 


(Continued on page 7, column 1) 
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What to Look for in Loaning 
on Office Buildings 


If their rating is less than 75 
per cent, this lender is seldom 
interested in making the loan 


HE first and one of the most im- 
portant elements in considering 

a loan on an office building is, 

as in all types of mortgages, /ocation 
Someone* recently stated, “the value of 
any property will be determined by the 
gross volume of business that can be 
done at that location. If it is an office 
building the volume of demand for 
rental space at that location— and no- 
where else— is the determining factor.” 
A survey should accompany every re- 
port on a loan to show the available 
office space, first in the immediate vicin- 
ity, and second, in the city as a whole. 
It should also be determined whether or 
not the rentals in the property compare 
favorably with those in similar buildings. 
An office building does not necessarily 
have to be on the 100 per cent business 
corner nor even on the best business 
street, but it should be close enough to 


attract a good lucrative ground floor 
tenancy, preferably retail stores and 
shops. 

I recently analyzed fourteen large 


loans in fourteen different cities, amount- 
ing to about $5,000,000, on office build- 
ings from six to twenty-one stories in 
height. I found that the ground floor 
rentals averaged exactly 20 per cent of 
the entire The average net in- 
come available for debt requirements 
was 40 per cent of the gross; the ex- 
penses, outside of taxes, chargeable to 
ground floor was less than 5 per cent of 
the total; hence the importance of loca- 
tion. Of these fourteen properties, five 
were on or adjacent to the 100 per cent 
business corner, seven were within one 
block, and two within two blocks of the 
100 per cent retail section. 

The next item of importance is man- 


income 


*Albert Keidel, Jr. of Baltimore writing in 
the March Ist issue of The Mortgage Banker. 


By HARRY C. PEIKER 


agement, which of course includes serv- 
icing, as well as renting space. I have 
seen many office buildings, ideally-located 
and well-constructed and designed, fail 





The author rates location the 
most important consideration 
when loaning on office buildings. 
He recently analyzed 14 loans in 
14 different cities aggregating 
$5,000,000. Ground floor rentals 
averaged 20 per cent of the en- 
tire income. Average net income 
available for debt requirements 
was 40 per cent of gross. Ex- 
penses, outside of taxes, char ge- 
able to ground floor, was less 
than 5 per cent of the total — 
hence, be points out, the import- 
ance of location. Mr. Peiker is 
Associate Superintendent of Loans 
of the Massachusetts Mutual Life 
Insurance Company of Spring- 
field, Massachusetts. 





for lack of proper management. Too 
often a building owner, penny-wise, al- 
lows his building to be managed by the 
furnace tender or the elevator operator. 
The management of an office building is 
almost as essential to its success as is the 
management of a store, a factory, or 
(pardon me), a mortgage loan depart- 
ment. 

Beware, too, of multiple management ; 
by that I mean a manager who is trying 
to handle too many buildings. It has its 
advantages and disadvantages. Favorable 
points are the manager's contact with a 
large number of users and his capacity to 
accommodate tenants’ space needs by 
shifting from one building to another. 
The unfavorable points are the man- 


ager’s tendency, consciously or uncon- 
sciously, to favor one building to the 
detriment of another either in selling 
space or in servicing the property, or 
both. If you have one, make quite sure 
he is your manager. I'm not referring 
to management companies who usually 
have a separate manager for each build- 
ing. 

The third major element is construc- 
tion which includes not only initial con- 
struction, but daily up-keep, maintenance 
and periodic modernization. A building 
must be sound structurally, office space 
arranged correctly and easily convertible, 
trimmed and decorated attractively, and 
with provision for ample and permanent 
light and air. I cannot stress too much 
the importance of the latter point as I 
once witnessed a very successful building 
become a “dud” over-night because the 
builder did not take the precaution to 
secure, either by purchase or agreement, 
sufficient light space from the adjoining 
property. 

The last major element, and, from a 
lender's standpoint, the most important 
is income and expenses, both present and 
potential. Don’t be fooled or misled by 
what is set down in the application. 
There are many items of expenses (and 
vacancies) that an applicant forgets. If 
he cannot furnish certified audits, have 
your inspector examine his books and 
statements, especially the one he made 
out for income tax purposes. 

A recent analysis of a number of office 
buildings in six different states showed 
that the average annual cost of operation 
and maintenance (not including taxes 
and insurance) amounted to 65¢ per 
square foot of rentable area. This may 
be a little high since we were analyzing 
from a lender's viewpoint. I believe the 
national average is 56¢, but if you strike 
a mean of 60¢ you won't be far wrong. 
In this connection there is a factor which 
I think we fail to recognize fully and 
that is obsolescence. The suits of clothes 
which most of us are wearing today are 
more like the suits we wore ten years 
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FHA Mortgagees Should Segregate 
the Funds of Each Principal 


Maintain separate bank accounts 
and don’t co-mingle funds is the 
best method, says this mortgagee 


HE word “trust” implies a stew- 
| ardship with a definite obligation 
to perform, and a responsibility 
to safeguard. 

The trust funds collected, held and 
disbursed by an FHA mortgage servicer 
carries with it a double responsibility. 
The mortgagor depositing the funds is 
entitled to proper protection for his de- 
posit and correct disbursement and ac- 
counting. The mortgagee owning the 
investment is not only entitled to the 
same thing, but expects it in return for 
the servicing fee paid. 

There were three methods pursued by 
servicers in the handling of these trust 
funds. The first was the practice of co- 
mingling them with funds belonging to 
the servicer. I think this practice has 
now been completely abandoned because 
of the insistence of FHA that these 
funds must not be co-mingled with other 
funds. 

The first of the remaining 
methods is for the servicer to maintain 
one bank account into which all of the 
trust funds on all FHA insured mort- 
gage loans being serviced are deposited. 
This is also co-mingling to the extent 
that, while it may meet with the mini- 
mum requirements of FHA, it still means 
that the trust funds for one principal 
are being co-mingled with the funds of 
other principals. While the method may 
seem to offer simplification of account- 
ing, it also presents the opportunity for 
the servicer, or some member of his or- 
ganization, to make unauthorized or il- 
legal use of the funds. Further, it is not 
possible for one principal to make an 
audit and balance out the trust funds on 
his particular group of loans without 
auditing and reconciling the entire serv- 
icing portfolio of the servicer which 
any one principal may not have the legal 


two 


By LESLIE N. JULL 


right to do. 

I think the correct method for handl- 
ing trust funds on FHA loans is to 
maintain a separate trust bank account 





That's one sure safeguard — 
keeping principals’ funds sepa- 
rately. Mr. Jull suggests others 
that deserve considerable thought. 
Every servicer holding trust 
funds should be adequately pro- 
tected against default by mem- 
bers of bis own organization. 
They should have adequate inside 
and outside holdup and burglary 
insurance. With FHA payments 
due on fixed dates, most offices 
find that their cash rises sharply 
during periods of from seven to 
ten days. It’s surprising, as Mr. 
Jull says, that there basn’t been 
more trouble from boldups and 
robberies. He is vice president 
of Melvin F. Lanphar and Com- 
pany of Detroit. 





for each principal and to deposit in this 
bank account the trust funds collected 
on the loans being serviced for that prin- 
cipal. In this manner, and only in this 
manner, can a complete and indisputable 
record be maintained of receipts and dis- 
bursements on any particular group of 
loans. 

Our procedure, when opening such a 
trust bank account, is to specify in the 
resolution that the funds are being col- 
lected on FHA Title II insured mort- 
gage loans, and that they are being main- 
tained for whatever the name of the 
principal may be. We also request the 
bank to forward to the principal a dup- 
licate copy of each and every bank 


statement which may be called for or 
issued on that particular account. We, in 
turn, forward the original bank state- 
ment to the principal, supported by a 
reconciliation of the account. We fur- 
ther substantiate the withdrawals from 
the account by a copy of the check re- 
quisition for each check which sets forth 
the purpose of the disbursement and the 
name of the mortgagor. 

Under this procedure it would not be 
possible for an unauthorized withdrawal 
to be made from the account without 
the principal becoming aware of the fact 
as soon as he received the duplicate copy 
of the bank statement. 

Our agreement with the national ac- 
counting firm handling our auditing is 
that they shall make periodic surprise 
visits to our office, unannounced to our 
Board, ofhcers or personnel, for the pur- 
pose of cash verifications. The auditors 
are authorized to notify the bank to 
render statements and to take over our 
teller’s cage and proceed to make a com- 
plete examination of all trust funds and 
other cash. These surprise examinations 
supplement the semi-annual audit, when 
each principal is furnished with a de- 
tailed schedule of principal and trust 
balances and certification by the auditors 
of trust funds in our custody. 

We believe that it is only by main- 
taining separate trust bank accounts for 
each principal, and adequate internal and 
external control that an adequate safe- 
guard can be assured for the money de- 
posited by the mortgagor, and for which 
the mortgagee is responsible. 

In our opinion, every servicer holding 
trust funds should also be protected 
against default by members of his own 
organization through adequate bond pro- 
tection. Here again some servicers are 
leaving themselves and their principals 
wide open to loss by not providing this 
absolutely necessary protection. Remem- 
ber, about the only people who can 
steal money are those who are trusted. 

Another important protection for 
trust funds is maintaining adequate in- 


(Continued on page 5, column 3) 
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“No Profit in Servicing at 
One-half Per cent” 


If efficiently organized you will 
show profits at three-quarters of 
one per cent this banker declares 


HAT does it cost to service 
mortgages? My experience has 
been in the servicing our bank’s 

portfolio of $8,000,000. It may not be at 

all comparable with that of a loan corres- 
pondent servicing any amount of loans 
for one Or more accounts. 

Can loan correspondents afford to ser- 
vice monthly FHA loans for an interest 
differential of one-half of one per cent 
and can they do it if the loans average 
over $5,000? Where is the breaking 
point ? 

The experience of our institution can 
be taken for just what it is—a bank with 
an $8,000,000 mortgage portfolio. Loan 
correspondents can apply it to their own 
experience, compare notes and then decide 
the answers for themselves. 

Our own practical experience has em- 
braced building up our own portfolio 
from scratch, utilizing hand bookeeping or 
posting until volume was attained. Then 
we adopted machine posting. It must be 
remembered that we started with an exist- 
ing mortgage department. 

Drawing on this experience, let us take 
as an initial premise that one hand-posting 
clerk can handle 500 mortgages, irrespect- 
ive of size: and that one posting machine 
Operator can equally efficiently handle 
1,000 mortgages as far as posting is con- 
cerned 

Then from the angle of posting only, 
it costs as much to service 300 as 500 in 
the first case; and, in the second, it costs 
as much to service 300 as 1000, assuming 
in each case that the posting clerk has no 
other duties in the mortgage department 
or any other part of the bank, and assum- 
ing further that 24 hour posting is re- 
quired by the mortgagee. 

It is recognized that if the mortgagee is 
satished with a report on each mortgage 
on the 15th of the month, part of each 


By COWLES ANDRUS 


day can be devoted to posting either man- 
ual or machine for the mortgage depart- 
ment. The balance of the day can be de- 
voted by the same personnel to some other 





cA s the author of this article 
emphasizes bis experience is solely 
bis own and you should use the 
facts and conclusions he presents 
against your own experience. In 
mortgage problems of this sort, as 
so many have emphasized at the 
Clinics, conditions differ widely so 
that what may be true for one type 
of organization will not hold good 
for another. One general conclu- 
sion that can be drawn bere, and 
from practically all other pieces 
written on this subject, is that 
three-quarters of one percent is 
“little enough.” And one-half of 
one. per cent is LESS THAN 
THAT. Mr. Andrus is vice presi- 
dent of the Passaic National Bank 
and Trust Company of Passaic, 
New Jersey. 





bank duty. In this way the tabulated costs 
shown in Table I (shown on page 8) can 
in some degree be reduced. 

It is recognized that servicing contracts 
differ as to whether it is the mortgagee or 
the servicing agent's sole or partial respon- 
sibility to periodically inspect all mort- 
gaged premises. For this reason the cost 
of the field man, as suggested in Table I, 
is carried separately. However, the cost of 
this important function, which will in- 
crease in importance as time passes, should 
receive consideration if all lega! aspects 
relating to FHA insurance, and particu- 
larly the element of waste, are to receive 
required attention. 


Income tabulation at 1/4% 
of outstanding balance 


20 years 25 years 
Income at end of: 

RAE oe $115.26 $118.26 
oe SS Ee 207.07 220.31 
SE 5c hab eadens 268.79 301.54 
SONS os cb exe a 291.90 356.06 
nica steees 376.29 

Break even point: 
SaO.G2 euat........... 14 yrs. 18 yrs. 

! oy a 12 yrs. 15 yrs. 

Total income......... 291.90 376.29 
Total expense at $10.82 216.40 270.50 
NIE seinen bdcadiniastsis 75.50 105.79 
Total expense at $13.82 276.40 345.50 
DEE is oso Sa eeatlits. con 15.50 30.79 


This tabulation is theoretical since it 
does not make allowance for any foreclo- 
sures, prepayments, or refinancing. It is 
our impression that by the tenth year ap- 
proximately 10 per cent of the original 
mortgages will have disappeared from the 
mortgagee’s books as a result of these 
three factors. It is to be borne in mind 
that at the end of the tenth year a $5,000 
20-year mortgage will have been reduced 
to $3,112, amd a 25-year mortgage to 
$3,632. The inferences are obvious. 

This loss of volume in the original port- 
folio (which is in addition to the con- 
templated amortization) will result in a 
rise in the per case cost of servicing the 
balance of the portfolio. The only favor- 
able feature is that the years of servicing 
lost are the least profitable or those in 
which actual loss might be sustained by 
the servicing agency. 

While we are not in that end of the 
business, we feel that a loan correspon- 
dent should safeguard himself against 
diminishing returns either through 

(2) Setting aside a reserve from the 
early profitable years which might be 
drawn upon in the later lean years. 

(4) A minimum annual servicing 
charge per case should be established 
based on his own estimate of his own 
reasonable costs and profit requirement. 

I think there is reason to anticipate 
rising servicing costs for as the cost of 
living increases, salaries and wages will 
rise somewhat and supplies and equip- 
ment may show some increase. We feel 
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Dallas Meeting Ends 1941 Regional Clinics 


expected to attend MBA's last re- 

gional Mortgage Clinic in Dallas, 
May 10th, approximately 900 will have 
attended our 1941 Winter and Spring 
series of Clinic meetings. 

Each Clinic, it seems, uncovers some 
new improvement that can be made and 
one of the most important discoveries has 
been the type of subjects and problems 
members most want to hear discussed. 
All this is by way of saying that next 
October, during the annual Convention 
in New York, members are promised 
some Clinic meetings that will even sur- 
pass the interesting sessions of this Win- 
ter and Spring. 

The Dallas Clinic promises to be an 
unusually important meeting and our 
Southwestern members are making exten- 
sive plans for it under the direction of 
MBA Regional Vice President Allyn R. 
Cline of Houston. 

Frank H. Wolff, W. K. Ewing Co., 
Inc., San Antonio, will lead the Service 
Costs discussion and Leslie N. Jull, Mel- 
vin F. Lanphar and Company, Detroit, 
(see his article page 3), is expected to 
head the FHA discussion section. J. W. 
Swan, Braniff Investment Co., and How- 
ard Moffitt, Realty Mortgage and Sales 
Company, both of Oklahoma City, will 
lead the Acquisition of New Business and 
Appraisal discussions. 

Among those who are expected to deliver 
some of the principal papers at the Clinic are 
Wm. S. Bradley, R. S. Shelburne, W. A. 
McKinley, James F. Holliday, James N. Tardy, 
Don Fitch, George Nicoud, Max Guillot, J. F. 
Murray and Floyd G. Davis, all of Dallas; 


Albert Mager and W. ®%. Johnston, of Okla- 
homa City; Robert E. Adams, G. H. Galbreath, 


[ox the more than 200 who are 


W. J. Bashaw and Rupert I. Hall, all of Tulsa; 
Al Soniat of Ft. Worth; R. D. (Buck) Walton, 
T. J. Bettes and J. W. Painter, all of Houston; 
Luther M. Miller, Newkirk, Oklahoma; and G. 
R. Swantner of Corpus Christi, Texas. 

Officers of the Texas MBA who are assisting 
MBA in arranging the Clinic include Mr. 
McKinley, president; C. M. Malone, Charles 
M. Holt and Mr. Foster, vice presidents; and T. 
A. Blakeley, secretary. 

As we previously told you, the Dallas 
Clinic is proving an extra drawing card 
because of the annual meeting of the 
Texas MBA to be held May 9th. This 
chapter, in recent years, has held some of 
the best mortgage meetings of any in the 
country. This year MBA President Dean 
R. Hill will deliver an address and Secre- 
tary George H. Patterson will also speak. 


CINCINNATI NOTEBOOK 


Seen and heard at the Cincinnati Clinic 
—as reported by a Cleveland member 
who prefers to be identified here only as 
Hooligan although that isn’t his name or 
his description: 

If appraisers had all the qualifications 
the speakers mentioned as necessary, 
MBA could produce a President or Dicta- 
tor on a moment's notice. . . . Apparently 
correspondents get the best loan applica- 
tion they are able to procure, and then 
DARE the home office to reject it... 
Someone should tell the 5 & 10 people 
they are paying high rentals . . . They 
picked a man from an office building 
(Williamson Building, Cleveland) to give 
a talk on apartment buildings, and he 
(Howard Bissell) made a swell job of it. 

Each speaker should include at least 
one very challenging statement during 


his talk to provoke questions . . . Brok- 
er’s view of Finance Committee Proce- 
dure: Determine the correct amount of 
loan warranted, then approve about 30 
per cent less, and tell the broker to sell 
the idea to the applicant . . . One speak- 
er declared that anyone with an $8,000 
house ought to have two baths. 

Loan correspondents are told to be 


close to the applicant and know his 


needs. Finance Committees are just told 
to be close . . . It seems that lending 
rules of the institutions are made to cov- 
er the dumbest broker they have, and if 
you are not that man it’s just too bad 
. . . Few groups would speak so glibly 
about 100 per cent locations, and at the 
same time read in the papers every day 
what can happen to a world in 20 years. 


LESLIE N. JULL’S ARTICLE 

(Continued from page 3) 
side and outside holdup and burglary in- 
surance. With all FHA payments due on 
a given date, most offices find that for 
a period of about seven to ten days their 
cash on hand rises sharply. It is sur- 
prising, indeed that there haven’t been 
more holdups or burglaries. It is de- 
sirable that the servicer provide a defi- 
nite fixed amount of coverage for normal 
operations with a rider increasing the 
protection for the bulge period for what- 
ever the highest amount of cash on hand 
could be. 

Trust funds are entitled to even more 
care and protection than one affords his 
own personal or business funds. At least 
that’s the way we view it. 








AT CINCINNATI: A view of some of the 200 


who attended our third regional Clinic in Cincinnati on April 5, 1941. 
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Holding Your Five Per cent FHA’s When 


Borrowers Want a Lower Rate 


And what is the best defense 
when other lenders go after 
them by offering lower rates? 


HEN borrowers insist that the 

5 per cent rate on their FHA 

loans be reduced, the mortgagee 
is usually faced with as dithcult a problem 
as comes up during the day. But, on the 
whole, it probably isn’t as serious as the 
raids on your 5 per cent FHA'’s by other 
lenders who offer lower rates. 

Here a Middle Western and Eastern 
mortgage banker set forth their views on 
these two questions. 

Earle Vincent Johnson of Chicago 
relates how his organization has had 
notable success in keeping their loans 
when borrowers insist on an interest 
cut. He says: 

“It seems to me that as long as the gov- 
ernment has lowered the rate of interest 
which an approved mortgagee is permitted 
to charge, and as long as all FHA loans 
have within them a call privilege at prac- 
tically no premium and so long as they 
are refinanced with another FHA loan, 
the lender is placed in a very difficult posi- 
tion when a borrower requests a reduction. 
The surprising thing about this situation, 
as I find it, is the large number of loans 
which are still on our books on the old 
basis of 5 per cent. 

“What are the best methods to prevent 
the raiding of 5 per cent FHA loans by 
business competitors? The prevention of 
the raiding itself is probably impossible so 
long as we have so-called mortgage bank- 
ers who believe that the loans in a com- 
petitor’s portfolio are ‘open season’ for 
letters, telephone calls, and all other means 
of solicitation, simply because the record 
of these mortgages is necessarily public. 

“Joint action on the part of members of 
local mortgage groups, to outlaw any 
member who indulged in portfolio raid- 
ing, should be most helpful. 

“I like to believe that most of the port- 
folio raiding is done by organizations 
whose background does not afford them a 
knowledge of the poor results obtained 


through this malicious practice. Right here 
I would like to point out that cooperation 
by local FHA officials in enforcing the Ad- 
ministration rule against changing mort- 





W. believe this article will ap- 
peal to our MBA members who 
are particularly interested in fur- 
ther perfecting their local chapter 
organizations. Discussing port- 
folio raiding, Mr. Johnson points 
out that he feels this is an operat- 
ing problem which local chapters 
can tackle with a good deal of 
assurance that they will succeed. 
Mr. Underwood says that the 
Northern New Jersey chapter bas 
already stopped raiding of FHA’s 
and that the agreement may in 
time be extended to conventional 
loans. Mr. Jobnson is vice presi- 
dent of Republic Realty Mort- 
gage Corporation of Chicago and 
Mr. Underwood is president of 
Underwood-Franke Mortgage Co. 
of Irvington, N. J. 





gagees in re-writing FHA loans with other 
FHA loans, is most helpful in prevention 
of FHA portfolio raiding. 

“There is a definite affidavit on every 
FHA application and if the present mort- 
gagee is willing to meet any and all com- 
petition, he is able to keep his mortgage; 
and the FHA have pledged themselves 
to enforce this ruling. There will be, of 
course, a few cases in which the borrower 
makes a false statement and is brazen 
enough to maintain the truth of his false- 
hood. But such cases are few and far be- 
tween. 

“The surest method of preventing port- 
folio raiding is to obtain the permission of 
the company owning the mortgage to re- 
duce the interest rate on all mortgages 


held and to notify the mortgagor of the re- 
duction. As a matter of record, this method 
is very costly to the present holder of the 
loan because only the minority of bor- 
rowers actually seek the interest reduction. 

“Another method is through contact 
with your customers, either by mail or 
through field representatives, notifying 
them that you will be glad to discuss their 
mortgage problems with them and point- 
ing out that, should they wish to revise 
their mortgage set-up, you, as representa- 
tive of their present mortgage holder, are 
probably in a better position to serve them 
than any one else. 

“This approach must be handled in a 
very careful manner. You must keep in 
mind that your services are paid for prim- 
arily by the insurance companies and other 
institutional investors whom you repre- 
sent, rather than by the borrower whose 
mortgage you are servicing. To contact 
your present mortgagors with a view to- 
ward refinancing their mortgage on a 
lower rate, without first having obtained 
permission from the present holder of the 
mortgage, would be suicide in most cases. 
No institutional investor would counten- 
ance such practice by their representative. 

“The method we have followed is 
through a letter sent at least once a year 
to all customers. The last letter was sent 
at Christmas and read: 

“We have enjoyed the privilege of serving 
you during the current year and wish to 
assure you that the facilities of this organi- 
zation are always available. We will wel- 
come the opportunity of discussing with you 
or your friends any mortgage problems which 
may arise in the future. May we at this time 
extend to you and yours our best wishes for 


a pleasant Christmas and a happy and pros- 
perous New Year.’ 


“We found that such a letter is gener- 
ally remembered by our clients. In nine 
cases out of ten, they contact us before 
taking advantage of any other offer. We 
believe firmly in the theory of getting to 
know our customers personally, in order 
to instill in them confidence in our com- 
pany which will keep them as our clients 
as long as they find it necessary to have a 
mortgage on their property. This close 


> 
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CONSTRUCTION 
OPPORTUNITIES 


America has a $10,000,000,000 back- 
log of home building, according to a 
study made by the Research Division of 
Curtis Publishing Company. 

The study estimates that 500,000 units 
are required annually to take care of popu- 
lation growth demolition and dbsoles- 
cence. If each needed dwelling cost an 
average of $4,000 to produce, this would 
mean $2,000,000,000 annually. In addi- 
tion, since 1929 a housing deficit of 
2,000,000 dwellings has accumulated, and 
this adds $8,000,000,000 for a $10,000,- 
000,000 total. The market for repair and 
maintenance of the existing 26,000,000 
dwelling units is estimated at a minimum 
of $2,000,000,000 annually. 

“That the market for upkeep of homes 
is at least equal to that of new home con- 
struction is a fact not often appreciated,” 
the report says. “Adequate figures are not 
available showing the backlog of repair 
work accumulated during the depression, 
but it is estimated to amount to at least the 
equivalent of one year of maintenance, or 
$2,000,000,000.”’ 


S. S. SHAFER’S ARTICLE 
(Continued from page 1) 
fore it is received, in nearly every case 
the office is called. They usually demand 
an explanation of why they received a 
notice. 

To a certain point, I favor no notices 
at all! Present-day differentials allowed 
for the collection of mortgage loan pay- 
ments arte so small that the correspond- 


HOLDING YOUR FHA’S 


contact between mortgage company and 
mortgagor is, we believe, the preventive 
of portfolio raiding. Our own small loss 
of business by raiding stands as excellent 
proof of our contention. 

“Still another method of raid preven- 
tion is for a mortgage company to keep 
open its lines of contact for the sale of 
mortgages to such an extent that it is in 
a position to meet any and all competitive 
offers. A customer well handled in his 
original dealings with a mortgage com- 
pany, will, in most cases, come back to 
that company for advice before making a 
change. An organization in a position to 
meet any and all competition will be able 
to save most of the mortgages which 
would otherwise be lost. The best way to 
prevent the loss of 5 per cent FHA loans 
thru raiding by others, is to keep your 
clients sold on your ability to serve them 
well.” 

Geo. B. Underwood of Irvington, N. 
J. has been equally successful in hold- 
ing his 5 per cent FHA’s—and in ad- 
dition he’s not bothered with raiding. 
He writes: 

“When a borrower insists upon a re- 
duction of interest rate, we always review 
the application and, where the borrower 
has been extremely faithful in his pay- 
ments, we have immediately granted him 
a lower rate of interest. However, we have 
had several groups come in, have rejected 
them for one reason or another but ac- 


(Continued from page 6) 


tually all amounted to the same thing: 
i.e., we did not care to reduce the interest 
on any number in a tract inasmuch as we 
would be forced to reduce them all. 

“In order to save the loan, we have 
pointed out the cost of refinancing as 
against the possible saving, with the pos- 
sibility that the FHA might not re-issue 
a new commitment in the amount of the 
present unpaid balance. Furthermore a 
new application would have to be made 
with another institution which would also 
involve new fees. 

“In this way we have probably saved 
the rnajority of our 5 per cent mortgages. 
It is interesting to know that out of over 
500 loans in this category, there were less 
than 60 who sought a lower rate of inter- 
est. We only approved about 20, and we 
still retain all of them in our portfolio. 
We aren't bothered by others raiding our 
5 per cent FHA loans. We have organi- 
zed all the important lenders of FHA 
mortgage money. We recognized that a 
vicious circle could easily occur if one in- 
stitution raided another's loans and in 
turn be raided by still another institution. 
This organization became the Northern 
New Jersey chapter of the Mortgage 
Bankers Association and as a result of our 
MBA membership, we have solidified the 
feeling against the raiding of another in- 
stitution’s portfolio. As a matter of fact, 
in time this may be extended even to the 
conventional loan as well as FHA’s.”’ 





ent must be as economical as possible in 
the use of employee labor and expensive 
forms of stationery. 

When a mortgage loan is negotiated, 
the papers signed and disbursement 
made, the new mortgagor should be im- 
pressed with their payment responsi- 
bility. We should assume that our loans 
are made not only on desirable real estate 
values but also to responsible persons. 
This is the time to call to the attention of 
borrowers their loan obligation and re- 
payment responsibility. Since, as a mat- 
ter of course, payments become due au- 
tomatically the first of each month, they 
are repayable without further notice at 
the designated place of repayment. Bor- 
rowers should be informed that no 
monthly notices will be sent. 

It is the usual custom in most offices 
to allow payment to be made any time 
daring the current month without the 
addition of extra interest or penalties of 


any nature. In our office we advise 
mortgagors that they may receive notices 
of delinquencies if payment is not made 
by the tenth of the month. We point out 
that notices are mailed, not so much in 
the nature of a “dun” but as a re- 
minder that the payment due on the first 
of the month has been overlooked. 

As a result of this practice most of 
our monthly payments are made without 
any kind of notice. We use a loan repay- 
ment receipt book, entering the payment 
in the book divided as to interest and 
principal payment. With most of our 
loans we coilect a tax or operating de- 
posit. This is also posted in a separate 
column. Where the payment changes 
each month, the following month’s pay- 
ment is noted in pencil for the conveni- 
ence of the borrower. These payments 
are posted on the master card. We carry 
on this card a column showing payments 


(Continued on page 8, column 2) 
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H. C. PEIKER’S ARTICLE 
(Continued from page 2) 

ago than the building we build today 
will be like the building of ten years 
ago. Real estate is obsolete 
very fast 
attempted here to merely hit 
points and the major factors 
to be considered. The following specific 
information, in addition to that already 
should be furnished in connec 
tion with appraisals of all city commer- 


becoming 
very, 

I have 
the high 


set forth, 


cial properties: 

1. A comprehensive occupancy plat 
showing the tenancy in the surrounding 
neighborhood and the terms and condi- 
tions of the leases on the surrounding 
properties. 

2. Complete history of trends and de- 
velopments in the neighborhood of the 
subject property. 

3. Complete floor by floor description 
of the building. This should be accom- 
panied by a diagram of the floor plans. 
Detailed list of major tenants showing 
length of occupancy and terms and con- 
ditions of leases should also be included. 

i. Complete information 
special facilities and conveniences offered 
by the subject property as compared with 
similar properties in the neighborhood ; 
whether a building is air-conditioned ; 
and if not, whether other buildings of 
similar type are air-conditioned and like- 
ly to attract tenants from the subject 
property are extremely important consid- 
erations. 


regarding 


disbursement _ state- 


statements for a 


5. Income and 
financial 
period of at least five years. 
statements of the 


ments and 
6. Financial appli- 
cants 
We also require our examiners to rate 
properties under the following headings 
in order of their importance: 
1. Economic use of land 
2. Design of structure for use and 
function 
Architecture of structure 
Natural light and ventilation 
General building maintenance 
Mechanical equipment maintenance 
Comparison to adjacent buildings 
Comparison to adjacent type of 
rental occupancy 
Adaptability for change to differ- 
ent type of occupancy 
The best rating is, of course, 100 per 
If any property is rated less than 
we are seldom interested in 


cent. 
75 per cent, 
the loan. 
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Cowles Andrus on Service Profits 


(Continued from page 4) 


there is also the prospect of even lower 
interest rates, with possible acceleration 
in refinancing of mortgages in existing 
portfolios. 

With these considerations in mind, the 
interested loan correspondent should 
match them against estimates of his own 
costs and decide whether he can break even 
at any point between 1/, per cent to 1 per 
cent. From our own figures, since we in- 
sist on the supervision included in our 
tabulation of costs, we find there is no 
profit in servicing mortgages at l/, per 
cent. We feel that an efficiently conducted 
servicing office created for that sole pur- 
pose should be able to show a reasonable 
profit if compensated at the fate of 3, 
per cent and with a reasonable minimum 


for the later years servicing. 

As Mr. Andrus explained at the Phila- 
delphia Clinic, where this material was 
originally presented, it does not cost his 
bank 1/, of one per cent to service. His 
approach in the article has been to out- 
line an estimate of what it would cost 
a company beginning to service FHA’s 
without all the advantages that are avail- 
able at an institution such as his own. 
“For instance, rent space is an 
charge as far as we are concerned,” he 
recently wrote us, “and so is the field 
man, The same individual would also 
make appraisals and be qualified for 
other bank duties —all of which would 
not be practical for a company acting 
primarily as a servicing agent.” 


over- 





Cost Tabulation 


Posting machine ($2,500) -<Sieeagganie 
Capitalizing other equipment. ; ‘ 
Posting clerk , 
Other clerks (1! 2). 
Telephone 
Postage 

(2) To mortgagor; 

monthly receipt. 

monthly report. 


monthly notice 
(4) To mortgagee; 
(c) To tax office, quarterly. 

Stationery 

Rent space 

Supervision 
Changing monthly payments. 
Reports to get out. 
Contact with taxing authorities. 
Trouble cases, adjustments, etc. 


and one machine operator. 
** For 2000 mortgages, $8.30 and $9.80. 





TABLE I 


Field Man (Salary $2,400. Expenses $600)... 


* For each additionai 1000 mortgages add one clerk, one additional machine capitalization 


MACHINE POSTING 
(1,000 mortgages) 


HAND PosTING 
(500 mortgages) 
er 
Case Total 
$ 250 
250 
$1,200 1,200 
1,800 2,400* 
300 600 
700 1,320 


Total Case 


$5,500 $10.82** 
3.00 


$13.82 


$10,820 


__ 3,000 
$13,820 








SHAFER’S ARTICLE 
(Concluded) 

to be made and on the other side the 
record of the actual payments made. 
These cards are in balance at all times. 

Most customers resent notices of any 

rt. The less correspondence, the fewer 
troublesome situations you have to con- 
tend with. We avoid visits to the home 
for the same reason and try to hold all 


necessary conferences in our offices 
where all records of the case are availa- 
ble. 

“No notices at all” 
us. We recommend it. 


has worked — for 


Four million single-family dwellings 
will be built in the United States in the 
next five years, says the statistical depart- 
ment of a large glass manufacturer. 








